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�
I.	QUALIFICATIONS





Q.	PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.


A.	My name is William B. Justice.  I am Manager - Accounting Services for Texas-New Mexico Power Company (TNMP or Company).  My business address is 4100 International Plaza, Fort Worth, Texas 76109.


Q.	WHAT ARE YOUR RESPONSIBILITIES IN YOUR PRESENT POSITION?


A.	My current responsibilities include supervision of all plant, material and supplies, payroll, accounts payable, fleet and facilities activities for TNMP.


Q.	WHAT IS YOUR EDUCATIONAL BACKGROUND AND PROFESSIONAL EXPERIENCE?


A.	I earned a Bachelor of Arts Degree in Government in 1969 from Texas Christian University.  Following graduation, I enlisted in the United States Air Force and served four years as a management analyst.  While in the service, I completed the requirements of a Bachelor of Science Degree with a major in Business Administration in 1972 from Cameron University in Lawton, Oklahoma.  Upon discharge from the service, I entered graduate school and completed the requirements for a Master of Business Administration in 1974 from Midwestern University in Wichita Falls, Texas.  From 1974, I held several financial and accounting positions with non-utility companies between 1974 and 1986.  I joined TNMP in December of 1986 as an Accountant and was promoted to Senior Accountant in April of 1989, and to Supervisor of Accounts Payable in February of 1990.  I held this position until November of 1994, when I was promoted to Supervisor of Accounts Payable and Payroll.  I held that position until April of 1996 when I was promoted to my present position of Manager - Accounting Services. 


Q.	HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE PUBLIC UTILITY COMMISSION OF TEXAS (PUC or COMMISSION)?


A.	Yes. I have testified before the Commission in Docket No. 10200.  In addition, I was involved in the preparation of the filing in the previous rate cases before PUC Docket No. 10200.  Those rate cases were Docket Nos.  9491 and 8928.


II.	PURPOSE OF TESTIMONY





Q.	PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING.


A.	I will be testifying on the Factoring and Uncollectible Expense or Bad Debt Expense, and Working Capital segments of the case. I will use the terms of uncollectible and bad debt interchangeably.


Q.	WHAT SPECIFIC SCHEDULES IN THE FILING ARE YOU SPONSORING?


All of the specific schedules that I am sponsoring are listed  under my initials, WBJ, in the Table of Contents to TNMP's filing.


III.	FACTORING AND UNCOLLECTIBLE EXPENSE





Q.	PLEASE EXPLAIN WHAT IT MEANS TO “FACTOR” ACCOUNTS RECEIVABLE.


Factoring is the selling of accounts receivable to a third party at a discount, which has the effect of increasing the seller’s cash flow.  The factoring expense is the cost of the discount. Since February of 1987, TNMP has sold its daily billed accounts receivable to CSW Credit, Inc. (CSW Credit), a financing subsidiary of Central and South West Corporation.  These receivables are billed one day and sold to CSW Credit the next working day. 


Q.	HOW DOES FACTORING AFFECT CASH WORKING CAPITAL?


The ability to factor accounts receivable reduces the average lag time of cash collection from 40.51 days to 18.69 days.  See Exhibit WBJ-1, Page 1.  This is more than a 50% reduction in cash collection days.  As a result of factoring and the corresponding reduction  in the lag time of cash collection, TNMP can operate with less borrowed operating funds used for working capital.  The TNMP’s rate base and cost of service are reduced based on the lower interest cost from CSW Credit, resulting in a customer benefit due to a reduction in debt required to run the business.


Q.	IS THE INCLUSION OF FACTORING EXPENSE IN COST OF SERVICE CONSISTENT WITH PRIOR COMMISSION PRECEDENT?


A.	Yes.  In PUC Docket No. 14965, Application of Central Power & Light Co. for Authority to Change Rates, the Commission approved Central Power & Light Co.’s (CP&L) factoring expense paid to CSW Credit as reasonable and necessary.  See CP&L Order, Finding of Fact No. 52.


Q.	HOW DO TNMP’S CUSTOMERS BENEFIT FROM TNMP’S USE OF  FACTORING?


A.	The benefits of factoring can be summarized by listing two considerations: 1) accelerated cash flow and 2) the ability to borrow funds at a very favorable CSW Credit borrowing rate.  The benefits are greater than the costs associated with factoring and, thus, result in a lower cost of service for TNMP.


Q.	PLEASE DETAIL THE COSTS TO TNMP ASSOCIATED WITH FACTORING.


A.	The cost of factoring is based on two cost components, as summarized below.


1)	A component of cost associated with interest expense resulting from selling the accounts receivable to CSW Credit at a discount. CSW  Credit is paid for its carrying cost from the point of sale through the point the cash is collected from the customer.


A component of cost associated with bad debt expense resulting from selling the accounts receivable without recourse. CSW Credit will be paid for the loss on bad debt based on TNMP's collection experience.


Q.	WOULD TNMP INCUR THE TYPES OF COSTS ASSOCIATED WITH THE FACTORING EXPENSE IF TNMP DID NOT SELL ITS ACCOUNTS RECEIVABLE?


A.	Yes.  TNMP still would incur both of the types of costs associated with the factoring expense because TNMP would have to borrow debt and to raise equity funds to finance accounts receivable and TNMP would have the same level of bad debt expense based on noncollections.  In fact, the expense for these two cost components would be higher if TNMP did not sell its accounts receivable.


Q.	HOW DID YOU DETERMINE THE BENEFITS OR DETRIMENTS OF FACTORING TO THE CUSTOMER IN THIS CASE? 


A.	Two return amounts were prepared, one “with factoring” and one “without factoring.”  The return amount “without factoring” is shown on Exhibit WBJ-1, Page 3. The second return amount, “with factoring,” is shown on Exhibit WBJ-3, Page 2, and represents the return amount included in this case. (Note: both Exhibits WBJ-1, Page 3, and WBJ-3, Page 2, are the equivalents of Schedule B-1, Page 1, of the filing.)  A summary comparing the two different return scenarios, and indicating a favorable or unfavorable impact on the key elements of the return amounts, is shown on Exhibit WBJ-1, Page 1.  Upon comparison of these two different scenarios, the return amount that is the lowest,  assuming all other elements remain constant, is the most beneficial to the customer.


Q.	WHAT WERE THE RESULTS OF THE COMPARISON OF THE TWO RETURNS IN THIS CASE? 


A.	As shown on the summary comparison at Exhibit WBJ-1, Page 1, the "without factoring" return amount is computed as $90.6 million while the “with factoring” return amount is lower at $88.5 million, or $2.1 million less return than the “without” factoring calculation.  Thus, the customers benefit from TNMP’s use of factoring.


Q.	PLEASE BRIEFLY DETAIL THE TWO DIFFERENT CALCULATIONS SHOWN IN EXHIBIT WBJ-1 AS DESCRIBED ABOVE AND EXPLAIN HOW THE RESPECTIVE CALCULATIONS WERE DERIVED.


A.	The "without factoring" return includes three specific elements that are different from the “with factoring” scenario: 


1)	bad debt expense included as a cost of service component in place of CSW Credit factoring cost, since the Company would have such an expense if factoring was not a part of the Company’s financial package (see Exhibit WBJ-1, Page 2, Line 13); 


2)	TNMP's lead-lag study (as discussed below in Section V) would reflect a 40.51-day period for the revenue lag based on the need to wait for the customers to pay their bills through normal collection activity (see Exhibit WBJ-1, Page 5 , Line 1, Column f); and 


3)	the Federal Income Tax expense and the revenue related taxes would be increased due to the higher return amount accompanying a “without factoring” scenario based on increased working capital requirements (see Exhibit WBJ-1, Page 2, Lines 30, 34-36).  


In comparison, the second calculation, the "with factoring" scenario,  includes:


1)	the factoring fee as a cost of service item (see Exhibit WBJ-3, Page 1, Line 13) with a component in the factoring fee for the bad debt expense (included because the accounts receivable are sold without recourse); 


2)	the revenue lag in the lead-lag study is 18.69 lag days because the Company is paid by the CSW Credit the day after billing the customer (See Exhibit WBJ-3, Page 4, Line 1, column f); and 


3)	the decreased revenue requirement as a result of items 1 and 2 lowers the return amount, which results in an accompanying reduction in the Federal Income Tax expense and revenue related taxes (see Exhibit WBJ-3, Page 1, Lines 30, 34-36).  Only the items listed were changed in both scenarios. All other items were held constant.


The overall result  is that the “with factoring” calculation results in a lower cost of service and return, hence providing the customer a net revenue requirement benefit.


Q.	PLEASE EXPLAIN BAD DEBT EXPENSE WITH AND WITHOUT FACTORING.


A.	Under the factoring contract, TNMP does not incur bad debt expense because TNMP sells the receivables without recourse.  Selling receivables without recourse means the factor, CSW Credit, accepts the risk of collection.  If TNMP did not factor, TNMP would have a bad debt expense based on a certain percentage of customers not paying.


Q.	WHY DOES TNMP RECLASS A PORTION OF FACTORING EXPENSE INTO THE BAD DEBT EXPENSE ACCOUNT 904?


A.	Even though the Company has no bad debt expense exposure, TNMP makes a monthly accounting reclass entry to the bad debt expense account, for several reasons:


1)	As a sound business practice, TNMP monitors the bad debt write-offs.  Eventually, the rate of write-offs incurred by the factor will influence the factoring fee charged to the Company.  By monitoring this activity, TNMP is in a better position to insure that the write-offs are as low as possible. In this regard, TNMP has a contractual obligation to monitor the write-offs for the factor.  TNMP is the collection agent for the factor and is obligated to make a good faith effort to collect all debts when due.  By participating in the collection process, TNMP is in a position to do a better job in the collection efforts. 


2)	In addition, as the collection agent, TNMP has the responsibility of maintaining accurate collection records and collecting all outstanding amounts owed to CSW Credit.  In order to satisfy this requirement, TNMP must record properly and must monitor bad debt amounts. 


3)	Finally, bad debt write-offs are deductible in the determination of State and city revenue-related tax liabilities.  Since the factoring fee that TNMP pays  includes a component for bad debt expense, based on TNMP's collection experience, and since CSW Credit does not receive the special tax benefits on bad debt write-offs that a utility receives, TNMP can reduce the liabilities associated with State and city revenue-related taxes and can pass this benefit on to its customers.  In order to identify the bad debt level, TNMP documents the bad debt expense in Account 904 so that the write-offs can be taken into consideration as the tax liability is formulated.  The reclass into this account allows the bad debt write-offs to be part of this calculation.


Q.	IS THERE ANY OTHER CONSIDERATION THAT NEEDS TO BE ANALYZED WHEN COMPARING THE “WITH FACTORING” AND THE “WITHOUT FACTORING” SCENARIOS? IF SO, PLEASE EXPLAIN.


A.	Yes, there is.  If the position is taken that factoring is to be eliminated, TNMP would be required to replace the factored receivables with other financing.  The average factored receivables balance for 1996 was about $29 million.  See Exhibit WBJ-2.  The replacement financing would be at a much higher rate than the current average CSW Credit rate of approximately 6.66%.  See Exhibit WBJ-2.  The replacement financing rate probably would approach a cost closer to TNMP’s present cost of money of 11.29% based on test year data. See Schedule K-1, Page 1.  The differential between these two interest rates of 4.63%, applied to an average $29 million of outstanding accounts receivable for the year, would indicate an additional $1.3 million of interest cost to the ratepayer for the replacement financing, if factoring was discontinued.  This estimated additional interest cost of eliminating factoring does not take into consideration the deductibility of all factoring costs at the time the accounts receivable are sold compared to the lack of income tax deductibility of the equity component of any funds raised to replace factoring.  As the Company achieves the goal of an investment grade bond rating, as discussed in the testimony of TNMP witness Patricia Bridges, the benefit  of maintaining a relationship with a factor will become more important.  Consideration of these additional elements makes a decision to eliminate factoring even less supportable.


Q.	PLEASE EXPLAIN THE ADJUSTMENT ON SCHEDULE A-3, PAGE 10 FOR FACTORING EXPENSE. 


A.	For the test year, TNMP experienced a total factoring expense of $3,890,330.  TNMP proposes requesting an adjustment of $218,376 for a total factoring expense of $4,108,706  as shown on Schedule A�3, Page 10, column d, Line 1.  


Q.	HOW DID YOU ARRIVE AT THIS ADJUSTMENT AND THE RESULTING FACTORING EXPENSE VALUE?


A.	The adjustment to factoring expense is necessary to normalize the factoring expense for the adjusted test year revenue requirement.  The methodology used to calculate the adjustment is based on an effective rate calculation that has been used in each of TNMP's last four Texas rate cases.  The value of the requested factoring expense was calculated by multiplying the effective rate of .00899280027 by TNMP's adjusted test year revenue requirement of $456,888,348.  TNMP determined the .00899280027 effective rate by dividing test year factoring expense of $3,890,330 by test year revenues of $432,604,960.


Q.	PLEASE EXPLAIN ANY CHANGES TO THE FACTORING AGREEMENT  BETWEEN CSW CREDIT AND TNMP SINCE THE TEST YEAR ENDED.


A.	There have been no changes to the agreement since the last rate case. In addition, there have been no changes to the agreement since March of 1991. 


Q.	PLEASE SUMMARIZE YOUR POSITION ON FACTORING.


A.	Factoring is reasonable and necessary because it provides a benefit to the customers in the calculation of the revenue requirement in this case.  Without factoring the customer is faced with higher rates because TNMP would have to borrow the funds in the capital markets that are now supplied by CSW Credit.  Any replacement financing would be at a much higher rate than is available currently through CSW Credit, resulting in increased rate base.  In addition, the Company can operate with a lower revenue requirement with factoring as part of the financing package, as explained above.


IV.	WORKING CAPITAL AND ITS COMPONENTS





Q.	WHAT IS THE WORKING CAPITAL COMPONENT OF RATE BASE?


A.	Working capital is funds, supplied by investors, necessary to cover daily operating expenditures and other cash needs of the Company in order to “run” the business. Working capital includes several components, such as, materials and supplies, prepaid items, fuel inventory, and working cash allowance (which includes cash on hand).  All such items are identified on Schedule E and specifically detailed by class on Schedules E-1 and E-4.


Q.	PLEASE DESCRIBE THE INFORMATION CONTAINED ON SCHEDULE E�1.


A.	The various dollar amounts listed on Schedule E-1, Page 1, are the specific, reasonable, and necessary component amounts for working capital included in TNMP’s adjusted test year rate base.  These amounts, with the exception of cash in banks, were calculated using a thirteen month average for the test year so as to provide the amount for the working capital component of rate base.  The calculation for the cash in banks is based on an average daily balance pursuant to PUC Substantive Rule 23.21(d)(2)(B)(iii)(V)(e).  See Note (A) at Schedule E�1, Page 1.  The values so derived are:


Materials and Supplies	(Col. c, Line 18)	$  6,389,400


Fuel Inventory			(Col. d, Line 18)	$     456,184


Prepaid Taxes			(Col. f, Line 18)		$    468,353 


Prepaid Expenses		(Col. g, Line 18)	$     122,306


Cash in Banks			(Col. h, Line 18)	$  3,783,180


The amounts listed above from Schedule E-1 are summarized on Schedule E as specific components of working capital, with the exception of cash in banks. Cash in banks is listed in Schedule E-4, Page 1, Line 35, and included in the calculation of Working Cash Allowance (WCA), on Schedule E, Line 5.


Q.	PLEASE DESCRIBE THE DATA SHOWN ON SCHEDULE E�4.


A.	Schedule E-4 details how TNMP arrived at a value for WCA.  Schedule E-4 lists each cost of service item, including interest on customers’ deposits, that has an impact on cash flows and calculates a value for each item based on associated leads and/or lags for each.  The summary of all of the calculated values for the leads and lags for each cost of service category is supported in the lead�lag study. Based on the lead-lag study and resulting cash flow amounts plus the cash in banks amount the WCA value is produced and is listed as a Line item on Schedule E, Line 5, as a component of working capital.  The total working capital included in the Company’s adjusted test year cost of service is negative $10,931,487. See Schedule E, Line 6.


V.	LEAD-LAG STUDY





Q.	WHAT IS THE BASIS FOR THE LEAD-LAG STUDY?


A.	The basis of the Company’s lead-lag study (Exhibit WBJ-4) is the requirement of  PUC Substantive Rule No. §23.21(d)(2)(B)(iii)(V).  The lead-lag study was based on the same methodology of the lead-lag studies completed by the Company in the last four rate cases (Docket Nos. 8928, 9491, 10200, and 12900).  Furthermore, the PUC staff has prepared similar lead-lag studies following the identical methodology in their analyses of the Company’s working capital request in the Company’s last three rate cases (the fourth rate case was settled without hearing).  The lead-lag study forms the basis for the Company’s WCA.  The WCA is the major component of the Company's working capital amount.


Q.	WHAT IS THE PURPOSE OF A LEAD-LAG STUDY?


A.	A lead-lag study is useful in helping the utility determine the amount of investors’ capital necessary to run the business by measuring the time in days between: i) the date an organization receives the goods and/or services that are required to run the business; ii) the date it pays for the goods and/or services per the vendor’s or supplier’s terms; iii) the date electrical service is rendered to the Company’s customers; and, iv) the date the payment is made to the Company for those services. The essential elements of the lead-lag calculations are based on:


1)	Revenue Lag, which is the number of days on average between delivery of electric service to the customer and the receipt of the corresponding payment for the service; and


2)	Expense Lead, which is the number of days on average between the receipt of goods or services from a vendor or supplier and the subsequent corresponding payment to that  vendor or supplier.


	A lead-lag study measures the average number of days between the revenue lag and the expense lead which becomes the basis for the WCA included by the Company as part of the rate base.


Q.	BASED ON TNMP’S LEAD-LAG STUDY, WHAT ADJUSTMENTS TO WCA WOULD BE REQUIRED IF TNMP DID NOT EMPLOY FACTORING? 


A.	As discussed in detail in Section III above, without factoring, three adjustments to WCA would be required:


1)	the revenue lag from 18.69 days to 40.51 days would be required since the Company would have to wait longer to collect cash payments;


2)	the Federal Income Tax expense and all revenue related taxes would correspondingly increase since revenue requirements increase without factoring; and ,


3)	the Company would replace the factoring cost with a bad debt cost since it would no longer factor its receivables.


Consequently, the net result of the above changes reduces the negative WCA under the “without factoring” scenario and, thereby, increases TNMP’s rate base, which, in turn, contributes to a higher cost of service and higher rates for the customer if factoring is eliminated.  See Exhibit WBJ-1, Page 1, for the detail and for the summary of the impact of  each change described above.


Q.	PLEASE DESCRIBE THE METHODOLOGY USED TO COMPLETE THE LEAD�LAG STUDY.


A.	The lead-lag study is an in-depth look at all of the cash inflows and outflows during the year and analyzes a large number of detailed transactions involving both the revenue billing/collection process and the invoice processing which leads to payment of vendor invoices.  All billing and collections were analyzed for their impact.  Expenses, based on different types of services rendered and/or products delivered, were analyzed based on specific classifications, depending on vendor types, terms and conditions of services rendered, and payment due dates.  The summary of all leads and lags is presented on Exhibit WBJ-3, Page 4, column (f) and corresponding dollars, column (g).  (Note: Exhibit WBJ-3, Page 4, is the equivalent of Schedule E-4, Page 1, of TNMP’s filing.)  A review of Company bank statements and checks was used to determine the clear date of checks and electronic funds transfers remitted to vendors.


Q.	PLEASE DESCRIBE THE DATA PRESENTED ON EXHIBIT WBJ-3, PAGE 4, WHICH WERE USED TO DETERMINE THE WORKING CASH ALLOWANCE.


A.	The lead-lag study starts with a review and analysis of each revenue and expense item included in the Company's cost of service as presented on Schedule A.  The first step in the review is to determine if the item is a cash or non-cash item.  All non-cash items are excluded from the study.  Typical non�cash items, as listed in column (c) of Exhibit WBJ-3, Page 4, which were excluded included a number of amortization items, depreciation, deferred income taxes, investment tax credits and return per Substantive Rule No. §23.21(d)(2)(B)(iii) (V)(a). 


The exclusion of all non-cash items from consideration as mentioned above, results in only cash amounts being listed in column (d).  The amounts listed in column (d) are then divided then by 365 days to produce average daily revenue and expense amounts as listed in column (e).  The lead and lag days listed in column (f), as derived from the lead/lag study, then are multiplied by their corresponding average daily amounts as listed in column (e) to calculate the working cash amounts listed in column (g).  The total of the working cash is a negative $22,151,910,  as shown on Line 34.  The last step in the process is to add the cash in banks amount to the amount just described, which is $3,783,180, as shown on Line 35, to compute WCA of ($18,367,730),  as shown on Line 36.  See Exhibit WBJ-3, Page 4.


Q.	PLEASE EXPLAIN THE VALUE AND CALCULATION OF THE LAG DAYS OF 18.69 DAYS PRESENTED ON EXHIBIT WBJ-3, PAGE 4, FOR REVENUE REQUIREMENT. 


The value of 18.69 lag days for revenue requirements on Exhibit WBJ-3 represents a composite of the three components of the revenue lag which is the time between providing service to a customer and receiving payment for that service. (WP/E-4/A, Page 1, as listed in column b.  All calculations are detailed and supported in work papers WP/E-4 for the Lead/Lag Study, which are part of the filing.)


Q.	WHAT IS THE FIRST COMPONENT OF THE 18.69 DAYS LAG?





A.	The first component is the meter reading lag which is represented by the midpoint of the service period, which is the half way point between meter reading dates.  Using a midpoint date between meter reading dates permits the estimation of service days for a continuous period with customers being billed at approximately 30-day intervals or twelve times a year.  To calculate an average billing period based on this monthly billing process, 365 days can be divided by 12 billing periods for a 30.4 average.  Since the service being provided is continuous, a service period is calculated by determining the midpoint of the service period, 30.4 divided by 2 or 15.2.


Q.	PLEASE EXPLAIN THE SECOND COMPONENT OF THE 18.69 DAYS LAG. 


The second component is the bill processing lag which is the time from the meter reading date to the date the billings are processed.  TNMP has two separate types of billings, on-cycle and off-cycle billings.  


		On-cycle customers are typically residential billings and account for the largest share of total revenue (82.24%).  In most cases, billings for residential customers are processed the day after the meter has been read in order to account for a one day lag.  However, in cases where a weekend and/or holiday are involved, the lag could be up to three days or more.  The calculated average lag time during the test year is 1.48  days for on-cycle billings.  


		Off-cycle billings in general are associated with industrial and commercial customers and represent the balance of total revenues, or about 17.76%.  Because such billings involve significantly larger dollar amounts but fewer customers, a 100% review of all billings for customers in the off-cycle billing was completed and the calculation resulted in the average lag time of 4.27 days bill processing lag for these customers.  


		Combining the on-cycle and off-cycle customers produced a composite or weighted average billing processing lag of 1.98 days for all customers. 


Q.	PLEASE EXPLAIN THE THIRD COMPONENT OF THE 18.69 DAYS LAG.


A.	The third component is the collection lag which represents the lag between the bill processing date and the cash received date from the factor.  In general, the cash received date is the next working day after the bill is processed, unless there are weekends and holidays involved.  The collection lag was calculated as 1.51 days for all customers described above.


Q.	HOW WERE THE VARIOUS EXPENSE LEAD DAYS DETERMINED?


A.	As described at the beginning of this section, expense lead days are the measurement of the time in days between i) the date an organization receives the goods and/or services, and  ii) the date it pays for those goods and/or services.  In the case of payments to vendors, the payment date is defined as the later of either the check clear date (or wire date) or invoice due date in accordance with Substantive Rule No. §23.21(d)(2)(B)(iii)(V)(c).  The expenses analyzed were categorized into two expense types: 


1)	service that was provided on a continuous basis, requiring a midpoint of the service period calculation to determine the date of service; and 


2)	all other expenses that were not continuous in nature.  


Q.	HOW WERE THE ACTUAL INDIVIDUAL EXPENSE LEAD DAYS CALCULATED?


A.	All expenses were analyzed by the major classifications of fuel, purchased power, various operations and maintenance (O&M) categories, various tax categories, and interest on customer deposits.  Each expense class was analyzed separately to arrive at a lead days value based on its unique service periods, vendor terms and conditions relating to billing and payment characteristics. 


Q.	GIVEN THE LARGE NUMBER OF TRANSACTIONS, HOW WAS THE ANALYSIS OF EXPENSE ITEMS DONE? 


A.	A 100% review was completed on expense items that involved a relatively small number of transactions with large dollar amounts.  For those items with smaller dollar amounts and a relatively large number of transactions, a statistical random sampling technique was used to extract a valid representation of the data in lieu of attempting to review all items which would have required significant cost and time.


Q.	HOW DID YOU DETERMINE THE BEST APPROACH TO SAMPLING THE RELATIVELY LARGE NUMBER OF TRANSACTIONS IN THE SECOND CATEGORY OF EXPENSE ITEMS?


A.	TNMP retained the services of Dr. William A. Luker, of the University of North Texas, to design a statistically valid sample method that could be used as an appropriate substitute for reviewing the entire population of these large number of transactions.  There were two expense categories where a statistical sampling technique were used: other O&M expense items and net payroll expense.  Please see the testimony of TNMP Witness Dr. William Luker for details of the statistical sampling techniques used as part of the lead-lag study provided in TNMP’s filing.  In addition, please refer to Exhibit WBJ-4 for an overview and a list of the procedures of the analytical approach to all items that were a part of the lead/lag study.


Q.	WILL YOU PLEASE SUMMARIZE YOUR FINDINGS BY EXPENSE CATEGORY?


A.	The individual lead/lag values used to complete the lead-lag study are shown in Exhibit WBJ�3, Page 4, column f.  Detailed summaries supporting the computation of lead/lag days are included in WP/E-4 with the specific workpapers identified by the letter following the “/“ in the column of WP/E-4 Reference listed on Exhibit WBJ-3, Page 4.


Fuel:  All fuel invoices, billing for continuous service, were reviewed and documented resulting in a lead days calculation of  26.56 days. (WP/E-4/B)


Purchased Power:  All purchased power invoices, billing for continuous service, were reviewed and documented resulting in a lead days calculation of  43.12 days. (WP/E-4/C)


Labor:  The labor expense was categorized into the following components: net pay, federal withholding taxes, FICA taxes, thrift plan expense, and insurance and other deductions for employee benefit plans.  A 100% review of all items, except net pay for employees receiving paper payroll checks was considered as part of the individual, separate lead calculations for the Labor category.  For net pay involving paper payroll checks, an appropriate random sample of all paper payroll checks for the year was selected and a lead calculation from the sample was made.  A 100% review of net pay for employees receiving payroll checks electronically was conducted.  Each of the other categories was reviewed and separate lead times were calculated based on their individual lead characteristics.  Each calculation then was included in a calculation for a composite lead days value for this category which was 16.57 days. (See WP/E-4/E)


Labor Related:  The labor related expense was categorized into the following components: pension, thrift and OPEB’s.  A 100% review of each of the different categories was conducted and separate lead times were calculated based on their individual lead characteristics. The composite lead days value for this category was 18.20 days. (See WP/E-4/F)


Factoring:  Factoring expense is incurred and paid daily as the accounts receivable are sold. Therefore, the lead days value is zero.


Wheeling:  All wheeling invoices, billing for continuous service, were reviewed and documented resulting in a lead days calculation of 25.54 days. (WP/E-4/G)


Office Lease:  All payments involving the General Office lease expense were reviewed and documented resulting in a lead days calculation of (6.80) days. (WP/E/H-1)


All Other O&M:  All other O&M expenses were reviewed and considered for their calculation of a lead days value based on an appropriate random sample of all other O&M transactions for the year.  The lead days value for the other O&M category  was 31.39 days. (See WP/E-4/H)


Taxes:  The various tax payments were categorized into the following tax classifications: ad valorem, payroll, franchise, gross receipts, street rental, Texas PUC Assessment, and Federal Income Tax.  A 100% review of all tax payments was conducted with separate lead times being calculated based on their individual �
lead characteristics.  The individual calculation for each tax is listed as follows:


Ad valorem				215.36 days


Payroll					21.23 days


Franchise				25.89 days


Gross Receipts			76.09 days


Street Rental				88.04 days


PUC Assessment			(44.37) days


Federal Income Tax			43.59 days


See WP/E-4/I through WP/4/M for all tax supporting documents and calculations.


Q.	WHAT ARE THE REMAINDER OF THE ADJUSTMENTS ASSOCIATED WITH THE LEAD/LAG STUDY?


A.	There are two other items that impact the Company’s lead/lag study: interest expense on customer deposits and cash in banks.  Interest on customer deposits, which is an expense like the other expense items because it is a cost of providing service and has a lead days value, should be taken into consideration even though the amount is relatively small.  Since the calculation involves many individual customer deposits held for times ranging from very short periods to very long periods, a method of calculating the lead time was derived by using the average monthly liability as a ratio of total interest expense for the year. Based on this calculation, the lead days value for interest on customer deposits is 135.49 days (See WP/E-4/O).


The last item impacting the lead/lag study is the accounting for cash in banks.  Per Substantive Rule No. §23.21(d)(2)(B)(iii)(V)(e), the average daily bank balance of all non-interest bearing deposits and working funds must be included as part of the lead/lag study.  An analysis was completed on all bank accounts falling under the criteria of the applicable substantive rule and a calculation was made to arrive at an average cash in banks of about $3.8 million which is a part of working capital requested in rate base.  (See WP/E-4/N)


Q.	DOES THIS CONCLUDE YOUR TESTIMONY?


A.	Yes, it does.
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